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Disclosure of Contingent Liabilities Arising 
Under the Economic Stabilization Act of 1970 
A few recent filings with the Commission have indicated that potential 
liabilities for the registrant exist under Economic Stabilization Regu-
lations (6 CFR). This disclosure has generally not been included in the 
notes to the financial statements but in the narrative section of the 
filings, and in most cases little or no quantitative data in regard to 
the amounts of the contingencies are disclosed. 
It is apparent that the magnitude of potential liabilities may be sub-
stantial. Companies which are found to be in violation of Economic 
Stabilization Regulations are subject to fines and criminal penalties. 
They are frequently required to refund or roll back illegal prices, and 
in some cases to refund three times the amount of the overcharge. In 
addition, they are subject to criminal fines of up to $5,000 per violation 
and to civil penalties of up to $2,500 per violation. 
Any firm which charges a price in excess of the base period price (as 
defined by Economic Stabilization Regulations) is subject to liabilities 
if it has not cost-justified the increase or (in the case of a wholesaler 
or retailer) if it exceeds the customary initial percentage markup as 
defined by regulation. In addition, liabilities may still occur under 
otherwise acceptable new price levels if after such a price change, the 
firm exceeds the base period profit margin allowed by the Price Commis-
sion. Thus, if a firm were to increase its prices to pass on costs which 
have actually been incurred and, at the same time, increase its profit 
margin--say, through savings of administrative expenses--the firm could 
find itself in violation. At present companies with annual revenues of 
$50 million or over (and certain other companies) must either prenotify 
or report subsequently any price increase to the Price Commission while 
remaining companies need not report but are subject to a compliance audit 
by the Internal Revenue Service (which may act in response to customer 
complaints). All firms are subject to the same liabilities under the Act. 
Companies which have charged a price in excess of a base period price, 
therefore, and their independent public accountants have the responsibility 
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of reviewing the companies' position with care to ascertain the possible 
existence of refundable revenues which should be excluded from reported 
sales or of contingent liabilities for violations of regulations under 
the Economic Stabilization Act of 1970. Disclosure of such contingent 
liabilities is clearly required by Rule 3-16(i)(3) of Regulation S-X. 
The disclosure should describe briefly any actions of the company which 
might result in penalties under Economic Stabilization Regulations, the 
nature of such penalties, and the dollar amount of any excess revenues 
which might be subject to penalties. Omission of such disclosure may 
cause financial statements filed with the Securities and Exchange Commis-
sion to be deemed false and misleading. 
By the Commission. 
Ronald F. Hunt 
Secretary 
